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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Thomas Edison Charter School
North Logan, Utah

We have audited the accompanying statements of financial position of Thomas Edison Charter
School (TECS) (a non-profit organization) as of June 30, 2005 and 2004, and the related
statements of activities, functional expenses, and cash flows for the years then ended. These
financial statements are the responsibility of the organization's management. QOur responsibility
1s to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of TECS as of June 30, 2005 and 2004, and the changes in net assets and

its cash flows for the years then ended, in conformity with accounting principles generally
accepted in the United States of America.

-1-

Member of the American Institute of Certified Public Accountants

Michael C. Kidman, CPA, MBA
S I }/‘[ K I N S Brent S. Sandberg, CPA
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In accordance with Government Auditing Standards, we have also issued a report dated
December 13, 2005, on our consideration of TECS internal control over financial reporting and
our tests of its compliance with certain provisions of laws and regulations, contracts and grants.
The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an
audit prepared in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

Lok /c

JONES SIMKINS, P.C.
December 13, 2005




- T .

AR T N TN TN & aEE .

-

,

- - ..

THOMAS EDISON CHARTER SCHOOL

STATEMENTS OF FINANCIAL POSITION

June 30, 2005 and 2004

Assets 2005 2004
Current assets:
Cash and cash equivalents $ 267,299 226,560
Investments 64,982 -
Grant receivable - 14,544
Other receivables 14,379 -
Other assets 1,668 18,558
Total current assets 348,328 259,662
Fixed assets, net 2,787,955 361,934
Total assets $ 3,136,283 621,596
Liabilities and Net Assets
Current liabilities:
Accounts payable $ 25,804 17,082
Accrued expenses 107,760 103,166
Notes payable - current portion 74,108 -
Total current liabilities 207,672 120,248
Notes payable - less current portion 2,091,666 -
Total liabilities 2,299,338 120,248
Net assets:
Temporarily restricted 149,069 22,014
Unrestricted 687,876 479,334
Total net assets 836,945 501,348
Total liabilities and net assets $ 3,136,283 621,596

The accompanying notes are an integral
part of these financial statements.
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THOMAS EDISON CHARTER SCHOOL

STATEMENTS OF ACTIVITIES

For the Years Ended June 30, 2005 and 2004

2005
Temporarily
Unrestricted Restricted Total
Changes in net assets
Public Support:
State and federal grants $ 1,415,482 414,247 1,829,729
Contributions 32,704 - 32,704
Total public support 1,448,186 414,247 1,862,433
Revenue and other support:
Investment mncome 8,376 - 8,376
Miscellaneous income 4,138 - 4,138
Other reimbursements 27,788 - 27,788
Net assets released from restrictions 287,192 (287,192) -
Total revenue 327,494 (287,192) 40,302
Total support and revenue 1,775,680 127,055 1,902,735
Expenses:
Program services:
School program services 1,243,277 - 1,243,277
Total program service expenses 1,243,277 - 1,243 277
Support services - management and general 323,861 - 323,861
Total expenses 1,567,138 - 1,567,138
Increase in net assets 208,542 127,055 335,597
Net assets - beginning of year 479,334 22,014 501,348
Net assets - end of year $ 687,876 149,069 836,945
(continued)

The accompanying notes are an integral
part of these financial statements.
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THOMAS EDISON CHARTER SCHOOL

STATEMENTS OF ACTIVITIES

For the Years Ended June 30, 2005 and 2004

2004
Temporarily
Unrestricted Restricted Total
Changes in net assets
Public Support:
State and federal grants 1,102,113 229,131 1,331,244
Contributions 25,458 - 25,458
Total public support 1,127,571 229,131 1,356,702
Revenue and other support:
Miscellaneous income 2,363 - 2,363
Net assets released from restrictions 229,238 (229,238) -
Total revenue 231,601 (229,238) 2,363
Total support and revenue 1,359,172 (107) 1,359,065
Expenses:
Program services:
School program services 921,359 - 921,359
Total program service expenses 921,359 - 921,359
Support services - management and general 275,052 - 275,052
Total expenses 1,196,411 - 1,196,411
Increase (decrease) in net assets 162,761 (107) 162,654
Net assets - beginning of year 316,573 22,121 338,694
Net assets - end of year 479,334 22,014 501,348
(continued)

The accompanying notes are an integral
part of these financial statements.
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THOMAS EDISON CHARTER SCHOOL

STATEMENTS OF FUNCTIONAL EXPENSES

For the Years Ended June 30, 2005 and 2004

Salaries

Benefits

Interest

Depreciation

Rent

Contracted services
Inservice expense
Utilities

Property taxes
Textbooks

Office

Classroom supplies
Building and maintenance
Insurance

Student activities
Music supplies
Library supplies
Discretionary supplies
Computer supplies
Supplemental instruction materials
Board expense
Furniture

Advertising

Library books
Accounting services
First aid supplies

Art supplies
Education consultant
Miscellaneous

Total expenses

2005 2004
$ 753,673 527,044
260,882 179,095
121,309 ;
99,945 33,288
72,625 192,048
70,412 44,087
36,108 22,185
28,209 27,159
24,025 -
23,507 23,992
19,549 18,135
15,298 15,537
9,337 19,967
8,835 5,652
5,458 4,303
5,251 4,651
3 886 -
1,625 822
1,576 29,173
1,389 2,275
1,335 1,500
794 -
711 988
700 -
469 7,255
401 305
184 306
170 16,895
7 19,749
$ 1,567,670 1,196,411
(continued)

The accompanying notes are an integral
part of these financial statements.
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(continued)
THOMAS EDISON CHARTER SCHOOL
STATEMENTS OF FUNCTIONAL EXPENSES
For the Years Ended June 30, 2005 and 2004
2005
School
Program Management Total
Services and General Expenses

Salaries $ 605,493 148,180 753,673
Benefits 195,662 65,220 260,882
Interest 112,817 8,492 121,309
Depreciation 62,949 0,996 99,945
Rent 67,541 5,084 72,625
Contracted services 11,516 58,896 70,412
Inservice expense 36,108 - 36,108
Utilities 23,413 4,796 28,209
Property taxes 22,342 1,682 24,024
Textbooks 23,507 - 23,507
Office 9,206 9,811 19,017
Classroom supplies 14,847 451 15,298
Insurance 265 8,570 8,835
Building and maintenance 7,302 550 7,852
Student activities 4,873 585 5,458
Music supplies 5,251 - 5,251
Library supplies 3,887 - 3,887
Discretionary supplies - 1,625 1,625
Computer supplies 1,576 - 1,576
Equipment & vehicle rental 1,485 - 1,485
Supplemental instruction materials 1,389 - 1,389
Board expense - 1,335 1,335
Furniture expense 794 - 794
Advertising - 711 711
Library Books 700 - 700
Accounting services - 469 469
First aid supplies - 401 401
Art supplies 184 - 184
Education consultant 170 - 170
Miscellaneous - 7 7
Total expenses $ 1,243,277 323,861 1,567,138
(continued)

The accompanying notes are an integral
part of these financial statements.
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) (continued)
THOMAS EDISON CHARTER SCHOOL,
l STATEMENTS OF FUNCTIONAL EXPENSES
For the Years Ended June 30, 2005 and 2004
2004
l School
Program Management Total
l Services and General Expenses
Salaries $ = 402,929 124,115 527,044
l Rent 178,605 13,443 192,048
Benefits 134,320 44,775 179,095
Contracted services 20,934 23,153 44,087
l Depreciation 30,958 2,330 33,288
Computer supplies 29,173 - 29,173
Utilities 25,258 1,901 27,159
I Textbooks 23,992 - 23,992
Inservice expense 22,185 - 22,185
' Building and maintenance 3,394 16,573 19,967
Miscellaneous - 19,749 19,749
Office supplies 5,644 12,491 18,135
' Education consultant 16,895 - 16,895
- Classroom supplies 15,537 - 15,537
Accounting services - 7,255 7,255
I Insurance - 5,652 5,652
Music supplies 4,651 - 4,651
l Student activities 4,303 - 4,303
Supplemental instruction materials 2,275 - 2,275
Board expense - 1,500 1,500
' Advertising - 988 988
Discretionary supplies - 822 822
Art supplies 306 - 306
l First aid supplies - 305 305
l Total expenses $ 921,359 275,052 1,196,411
l The accompanying notes are an integral

part of these financial statements.
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THOMAS EDISON CHARTER SCHOOL
' STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2005 and 2004

2005 2004
Cash flows from operating activities:
Change in net assets $ 335,597 162,654
l Adjustments to reconcile change in net assets
""" to net cash provided by operating activities:
Depreciation 99,945 33,288
. Unrealized (gain) loss on investment (3,702) -
(Increase) decrease in:
l Grants receivable 14,544 19,116
J Other receivables (14,379) -
Other assets 16,890 (1,508)
' Increase (decrease) in:
Accounts payable 8,722 8,081
' Accrued expenses 4,594 40,948
a Net cash provided by operating activities 462,211 262,579
. Cash flows from investing activities:
Purchase of investments (136,280) -
l Sale of investments 75,000 -
Purchases of fixed assets (299,333) (75,530)
' Net cash used i investing activities (360,613) (75,530)
Cash flows from financing activities:
l Proceeds from note payable - 50,000
Payments on note payable (60,859) (125,290)
! Net cash used in financing activities (60,859) (75,290)
. Net increase in cash 40,739 111,759
l Cash and cash equivalents, beginning of year 226,560 114,801
Cash and cash equivalents, end of year $ 267,299 226,500
l Supplemental disclosure:
' Cash paid for interest $ 97,150 1,113
B Fixed assets purchased through debt $ 2,226,633 -

l The accompanying notes are an integral
part of these financial statements.
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THOMAS EDISON CHARTER SCHOOL
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2005 and 2004

Note 1 - Nature of Activities and Significant Accounting Policies

Nature of Organization

The Thomas Edison Charter School, (TECS) is a non-profit corporation, exempt from income tax under
Section 501(c)(3) of the Internal Revenue Code. F urther, it has been classified as an organization that is
not a private foundation under Section 509(a)(2) of the Internal Revenue Code.

The TECS operates one charter school in North Lo gan, Utah for children from kindergarten to eighth
grade. School program services began in August 2002. During fiscal year 2005, TECS added services
to eighth grade students.

Cash Equivalents

For purposes of the statements of cash flows, cash equivalents include time deposits with an original
maturity of less than three months and overni ght repurchase agreements.

Investments
Investments are composed of mutual funds and are carried at fair value,
Fixed Assets

Buildings, improvements, and furniture and cquipment are stated at cost or, if acquired by gift, at the
estimated fair market value at the date of gift. Assets are capitalized and depreciation is provided over
the estimated useful lives of assets valued over $500 using the straight-line method. The estimated
useful lives are as follows:

Furniture and equipment 3~ 10 years
Improvements 20 years
Buildings 40 years

Upon disposition of an asset, its cost and related accumulated depreciation are removed from the
accounts, and any resulting gain or loss is recognized.

Donated Materials and Services

Donated materials and equipment are recorded as support at their estimated values. Such donations are
reported as unrestricted support unless the donor has restricted the donated asset to a specific purpose.

Donated services are recognized when the service either creates or enhances a non-financial asset or
requires specialized skill that would be purchased if the service was not donated. During fiscal year
2005, TECS received approximately 7,000 hours of donated services with an estimated value of
approximately $49,000. No amounts have been reflected in the financial statements for donated
services.

-10-



THOMAS EDISON CHARTER SCHOOL
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2005 and 2004

Note 1 - Nature of Activities and Significant Accounting Policies (continued)

Concentration of Credit Risk

TECS maintains its cash in bank deposit accounts, which, at times, may exceed federally insured limits.
TECS has not experienced any losses in such accounts and believes it is not exposed to any significant
credit risk on cash and cash equivalents.

Contributions

Contributions received are recorded as unrestricted, temporarily restricted or permanently restricted
support depending on the existence and/or nature of any donor restrictions.

Revenue Recognition

The principal source of operating funds for TECS is derived from federal, state and local funds. TECS
receives state and local funding based on the number of students enrolled in the School. TECS also
receives a federal charter school grant, which is paid through the State of Utah. Support that is restricted
by contract or donor provisions is reported as an increase in unrestricted net assets if the restriction
expires in the reporting period in which the support is recognized. All other restricted support is
reported as an increase in temporarily or permanently restricted net assets depending on the nature of the
restriction. When a restriction expires, temporarily restricted net assets are reclassified to unrestricted
net assets.

Financial Statement Presentation

TECS financial statements are presented in accordance with accounting principles generally accepted in
the United States of America, and in accordance with Statement of Financial Accounting Standards
(SFAS) No. 117, "Financial Statements of Not-for-Profit Organizations." Under SFAS No. 117, TECS
is required to report information regarding its financial position and activities according to three classes
of net assets: unrestricted net assets, temporarily restricted net assets, and permanently restricted net
assets. In addition, TECS is required to present a statement of cash flows.

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Such estimates primarily relate to unsettled transactions and events

as of the date of the financial statements. Accordingly, upon settlement, actual results may differ from
estimated amounts.

-11-



THOMAS EDISON CHARTER SCHOOL
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2005 and 2004

Note 2 - Investments

Investments, as of June 30, consisted of the following mutual funds:

2005 2004
Fair Market Value Fair Market Value
Money market fund $ 124 -
Domestic equity and bond fund 64.858 -
Total $ 64,982 -
Investment income from these investments is summarized as follows:
Interest and dividends $ 4,674 -
Net unrealized gains 3,702 -
Total $ 8,376 -

Note 3 - Fixed Assets

At June 30, 2005, fixed assets consisted of the following:

Accumulated Book

Cost Depreciation Value
Land $ 352,000 - 352,000
Buildings 1,868,000 (35,025) 1,832,975
Improvements 371,837 (72,309) 299,528
Construction in Process 38,859 - 38,859
Furniture and equipment 309,179 (44.586) 264,593
Totals $ 2,939.875 (151,920) 2,787,955

During fiscal year 2005, the school purchased a building and related land from Charter Holdings for
approximately $2,200,000. These assets previously were leased from Charter Holdings, LLC. Rent
expense for fiscal year 2004 was approximately $192,000. Subsequent to year-end, TECS entered into a
construction contract to expand the school for approximately $418,000.

-12-



THOMAS FDISON CHARTER SCHOOL

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2005 and 2004

Note 3 - Fixed Assets (continued)

At June 30, 2004, fixed assets consisted of the following:

Cost

Improvements $ 285,584
Fumniture and equipment 128,324

Totals $ 13,90

:

Note 4 - Long-Term Debt

Accumulated
Depreciation

(26,174)
(25,800)

(51.974)

At June 30, 2005 and 2004, long-term debt consisted of the following:

Note payable to Zions First National Bank, secured by
real estate, payable in monthly payments of $15,543,
- including variable interest, final payment due in 2019.

Note payable to Charter Holdings, LLC, secured by real

Book
Value

259,410
102,524

61,93

N

2005

$ 1,702,218

estate, payable in monthly payments of $4,208, including

variable interest, final payment due in 2019.
Total long-term debt
Less current portion

Long-term portion

463,556

2,165,774

(74.108)

2004

)

$ 2.091.666

(—')

Subsequent to year-end, TECS entered into a short-term loan agreement with a bank. A portion of the
proceeds of the new loan was used to expand the school building and a portion was used to pay the
balance of the note payable with Charter Holdings, LLC. Under the terms of the loan agreement, the
bank committed to refinance the short-term loan with a long-term loan agreement. As a result, the
portion of the note that was refinanced has been included in long-term liabilities. The new long-term
loan is guaranteed by the United States Department of Agriculture for up to 90% of the loan. The loan
commitment is for a maximum of $819,500, allows for a variable interest rate beginning at 8.25% and

capped at 12% and a term of 25 years.

-13-



THOMAS EDISON CHARTER SCHOOL
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2005 and 2004

Note 4 - Long-Term Debt (continued)

Approximate principal payments of long-term debt for the next five years are summarized as follows:

2006 $ 74,108
2007 77,700
2008 83,100
2009 89,000
2010 95,300
Thereafter 1,284,618
Debt retired by issuing new debt 461,948
Total $ 2,165,774

Note 5 - Defined Contribution Retirement Plan

During fiscal year 2005, TECS adopted a defined contribution retirement plan that covers all full-time
employees. TECS makes elective contributions at the discretion of the Board of Directors. For the
year ended June 30, 2005 TECS contributed 9% of eligible wages, resulting in a contribution of
$70,536.

Note 6 — Agreements and Transactions with Thomas Edison South Charter School

TECS entered into a cost reimbursement agreement with Thomas Edison South Charter School (TESCS)
in which TECS agreed to provide administrative services with the understanding that TESCS would
reimburse TECS for these services. For the period from February 9, 2005 to June 30, 2005, TESCS
incurred $20,150 of expenses for services provided by TECS. The amount owed to TECS at June 30,
2005 was $14,379.

Note 7 — Contingent Liability

TECS planned to adopt a retirement plan when it first began school operations. Initially, TECS was
informed that they were required to participate in the State of Utah Retirement System (URS). TECS
completed the necessary requirements to join the URS and made an initial deposit of $10,570 in fiscal
year 2004. However, they later received legal advice that they were not required to participate in the
URS. Subsequent to June 30, 2004, TECS elected to not participate in the URS and to establish their
own retirement plan. A liability has been recorded for the estimated retirement obligation that existed as
of June 30, 2004 and 2003 based on the plan anticipated to be adopted.

-14-



THOMAS EDISON CHARTER SCHOOL
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2005 and 2004

Note 7 — Contingent Liability (continued)

Subsequently, the URS submitted a request for payment to TECS in the amount of approximately
$63,000 for past contributions, interest, and penalties owed on behalf of TECS employees who
participated in the retirement plan. On August 24, 2004, TECS filed a complaint for declaratory
judgment asking the court to declare that the contract between the URS and TECS is voidable and that
TECS does not owe the URS any back contributions because TECS was unlawfully forced to join the
URS. TECS is asking for a refund of $10,570 for contributions made to the URS. The case is still in
litigation and it is not possible to predict the outcome of the litigation. The outcome of this litigation
could significantly impact retirement plan adopted by TECS and the related retirement obligation.

-15-



THOMAS EDISON SOUTH CHARTER SCHOOL
GOVERNMENT AUDITING STANDARDS REPORT

June 30, 2005
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o Paul D. Simkins, CPA
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Certified Public Accountants H. Paul Gibbons, CPA

1011 West 400 North, Suite 100

P.O. Box 747

Logan, UT 84323-0747

Phone: (435) 752-1510 o (877) 752-1510
Fax: (435) 752-4878

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Board of Directors
Thomas Edison South Charter School
North Logan, Utah

We have audited the basic financial statements of the Thomas Edison South Charter School (TESCS) as
of and for the year ended June 30, 2005, and have issued our report thereon dated December 13, 2005.
We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered TESCS’s internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinion on the basic
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements in amounts that would be material in
relation to the basic financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be material
weaknesses.

However, we noted certain immaterial matters related to internal control that we have communicated to
management in a separate letter dated December 13, 2005.

-17-

Member of the American Institute of Certified Public Accountants



Compliance and Other Matters

As part of obtaining reasonable assurance about whether TECS’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards

This report is intended for the information of the board of directors, management and state agencies and
is not intended to be and should not be used by anyone other than these specified parties.

JONES SIMKINS, P.C.
December 13, 2005

-18-



THOMAS EDISON CHARTER SCHOOL
STATE COMPLIANCE REPORT

June 30, 2005
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE
WITH STATE LEGAL COMPLIANCE REQUIREMENTS

To the Board of Directors
Thomas Edison Charter School
North Logan, UT

We have audited the financial statements of Thomas Edison Charter School (TECS) for the year ended
June 30, 2005 and have issued our report thereon dated December 13, 2005. As part of our audit, we
have audited TECS compliance with the requirements governing types of services allowed or not
allowed; eligibility; matching; level of effort or earmarking; reporting; and special tests and provisions
applicable to each of its major state assistance programs as required by the State of Utah's Legal
Compliance Audit Guide for the year ended June 30, 2005. TECS received the following major state
assistance programs from the State of Utah:

Minimum School Program Funding (Utah State Office of Education)

The management of TECS is responsible for its compliance with all compliance requirements identified
above. Our responsibility is to express an opinion on compliance with those requirements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether material noncompliance with the
requirements referred to above occurred. An audit includes examining, on a test basis, evidence about
the TECS’s compliance with those requirements. We believe that our audit provides a reasonable basis
for our opinion.

The results of our audit procedures disclosed no instances of noncompliance with the requirements
referred to above.

-20-
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In our opinion, TECS complied, in all material respects, with the requirements goveming types of
services allowed or not allowed; eligibility; matching, level of effort, or earmarking; reporting; and

special tests and provisions that are applicable to each of its major state assistance programs for the year
ended June 30, 2005.

%%Zg/ 2.

JONES SIMKINS, P.C.
December 13, 2005
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To the Board of Directors
Thomas Edison Charter School
North Logan, Utah

We have audited the financial statements of Thomas Edison Charter School (TECS) for the year
ended June 30, 2005 and have issued our report thereon dated December 13, 2005.

Communications Required Under Professional Standards

Professional standards require that we provide you with the following information related to our
audit. -

Our Responsibility under Generally Accepted Auditing Standards and Government Auditing
Standards.

As stated in our engagement letter dated September 7, 2005, our responsibility, as described by
professional standards, is to plan and perform our audit to obtain reasonable, but not absolute,
assurance about whether the general purpose financial statements are free of material
misstatement. Because of the concept of reasonable assurance and because we did not perform a
detailed examination of all transactions, there is a risk that material errors, irregularities, or
illegal acts, including fraud and defalcations, may exist and not be detected by us.

As part of our audit, we considered the internal control of TECS. Such considerations were
solely for the purpose of determining our audit procedures and to report on the internal control in
accordance with government auditing standards and not to provide any assurance concerning
such internal control.

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we performed tests of TECS’s compliance with certain provisions of
laws, regulations, contracts, and grants. However, the objective of our tests was not to provide
an opinion on compliance with such provisions.

Member of the American Institute of Certified Public Accountants
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Significant Accounting Policies and Audit Adjustments

Management has the responsibility for selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting polices and their application.

For the purposes of this letter, professional standards define a significant audit adjustment as a
proposed correction of the financial statements that, in our judgment, may not have been detected
except through our auditing procedures. We recommended adjustments to investments, fixed
assets, accrued expenses and depreciation expense.

Internal Control

In planning and performing our audit of the financial statements of TECS for the year ended June
30, 2005, we considered its internal control in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on the
internal control. Our consideration of the internal control would not necessarily disclose all
matters in the internal control that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants.

A material weakness is a reportable condition in which the design or operation of one or more of
the specific internal control elements does not reduce to a relatively low level the risk that errors
or irregularities in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. We noted no matters involving the internal control
structure and its operation that we consider to be material weaknesses as defined above.

Our audit did disclose the following other matters that should be evaluated.
Current Year Recommendations

1. Due to the limited staff, segregation of duties was not possible during fiscal year 2005.
However, the oversight by the Board of Directors was a key control to ensure that
financial activity was properly recorded and reported. We recommend that the Board
continue to actively monitory financial reports and activities to ensure that transactions
are properly authorized and reported.

2. We noted that the accounting system and related information is now maintained at an
employee’s home. We also noted that a back-up of the accounting information is not
made regularly. We recommend that policies and procedures be implemented to ensure
that all critical computer information (including accounting information) can be
recovered in the event of a computer failure or other problems. We also recommend that
management consider if the accounting information stored at the employee’s home is
properly insured in the event of damage or destruction.
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A follow up by the Board to the recommendations in this letter should be made during fiscal year
2006. We will reassess the status of these comments during our next audit engagement. We have
appreciated the cooperation from TECS’s personnel during our audit. Their assistance has been
most beneficial in the completion of our audit report. If questions arise concerning the above
recommendations or our audit report, please contact us and we will discuss any questions with
you.

This report is intended solely for the use of the Board of Directors, management and other
regulatory bodies and should not be used for any other purposes.

M Ae.

JONES SIMKINS, P.C.
December 13, 2005



